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TAIlLE 2: AN EXAMPLE OF AN ALTERNATIVE
ACCESS CHARGE REFORM TRANSITION PLAN

USING MORE THAN 1WO PHASES

Phase of Trillerh11 Conditions Relulatory Chanles
Compethive I

Uevelopment
"oscline Nonc. • Baseline rate structure changes.

I • Prescriptive rate Icvel changes for tandem
switchinl. terminating local switching. and local
switch port charles.

• Eliminate the TIC (or rapidly phase it out).
Ilhase I: • Full implementation of all items on competitive • Geographic deaveraging of carrier access charges
"Ilotentini checklist (see Table I). and SLC.
Cumllelltion" • It'ull implementation of competitively neutral • Term diecounla (up to 3 years).

univereal eervice mechaniem8 and TIC eliminated. • Differential pricing of carrier access services for
• Credible and timely enforcement of pro- traffic that orilinates from or terminate8 to

competitive rulee. re8idential. eingle-line bueinees, or multi-line

• C08t-baeed and non-di8criminatory non-recurring bU8inese cU8tomers.
, chorge8,

"hase II-A: • Competitive presence test -- availability of local • Streamlined regulation of new 8ervicea if cannot be
"~mel"l~inG telephone service from facilitiee-based competitore 8ub8tituted for exi8ting service8.
"'utl-Service to a certain minimum percentage of both bueinee8 • Term discounla for any lenlth term.
Competition" and re8idential customere throughout the relevant • Volume diecounte with cost ehowing juatifying both

gcographic area rate level of discounted offering and rate
relation8hip to non·diecounted offering.

Phase lI·n: • Beneral market conditions that the Commi8eion • Volume discount8 with Ieee juetification requircd.
"Substantial found before 8treamlining AT&T'e regulation in • Contracltariff8 and competitive respon8e toriffa.
1·'ull·Scnice 1991, • Streamlined regulation of ••..ew.. eervices that can be
Competition" • lIerfindahl-Hirshman Index level for the, 8uhatituted for existing services.

, pal'liculor local mal'ket that i8 at least as low oa • Elimination of 8eparate ba8kete, 8ervice calegorica,
• that in the lung-distance 8ervice markets for w~ich and rate structure rules for trunkinc und local

AT&T's regulation wae streamlined in 1991. switching.
Abscncc of Ilotentiul • Conditions for Phase I not satisfied by Jan. I. • Prescl'iption of all access charges at forward·looking
(~umllcliti()n 1999. economic cost.
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Reply Comments ofWorldCom.mc:.• CC 00c:Ut Nos. 96-262=11.• February 14, 1997

WORLDCOM'S PROPOSAL FOR GRADUAL IMPLEMENTATION OF
ACCESS REFORM

Timi.D« of Order Issues to Address LikelY Results
Adopt in April/May Rate StrUctUre • Makes rate strUCtUre more
1997; • Eljmjnate per minute CCL coat-bued
!LEC tariffs eBective and recover an subscriber • Impose. most ofrate burden
7/1197 loop costa throuch flat rate aD elements for which

c:harps c:ompetit:i"le preuure is

• Establish flat rate far liDe- molt likely to be felt
side 1acal switch port • Awida up-front prescriptive

• DmiDI traD.sit:ian, reco'er rate reduct:i.ou, but &lao
- TIC u a flat rate charp awida NftDue parantees

Rate l.tyel • I=w.beDt LECa retain

• Set iDitial1eftl of IWitch rnmues to the utent they
port rate buecl em TELBIC zetam encl user c:uatomera
times interstate .DocUiml

• Be-iDiri • u.. 1:ermin·tinc
loca1lW'itrhinc buecl aD

TSLRIC
• Realmnc lacal nitrhinl

reftJluel l'eW,erecl tbzouch - -
-.. tiDe c:barpamlln'

• E.lielt rate 1eftl1bu to -.

TIC (..,., tarp1: uuifttw
eerrice, price cap
red.uctiaDa)

Pb'. I Trimn gdPridnr
Fl'liN1jty

• (See Warlc1Cam'. iDj,ti.l
commmtl)

Adapt ill FaD. 1997; • Complete 4th FNPBM in • Man~ ctimcalt
ILEe twrl& -htit. pzice cap. m-=- to camp].. at:qe
1I1J98 • CompJ.te pia to eHmin.te wttinl i:Ir lDc:al CII:IIIlpetitia

TIC
Adapt in early 1998; • SpecJfJ t'riaEs azul PDciDc • EmbHeb p1&Il=lMs=rinc
imp1ementatiaD based. f1ermlity far phuea be1=cl afztrl.ticm u lDcal aDd
OIl nEe petfm i'l.nee PbueI fu]1...mce campet:itiml
azul campetitift • Specify prelCtipti.. deftlDpa fIMber
mndti:ion.a - meumes ifILECa do DDt J!etehHeb fan-back mcue•

meet Pbue I chaekH-t lacal amqMIt:itiaD dau DDt
Addftu FSPJISP ....

. _.
•



Reply Comments o(WorldCom.lnc.• CC Docket Nos. 96-262 =&1.• Feb1"u2ry 14, 1991

SUMMARY

• WorldCom's Access Reform Plan - A Third Way.

.An immediate prescription of all access rates to cost is unnecessary it the
FCC takes all necessary steps to ensure that local competition has a
reasonable ebance to grow in the near future.

On the other hand, a market-based approach will DOt work ifILEes are
allowed exnessive pricU:I.I flexibility that:cauld facilitate d.i.scrimination, or if
their revenues are (U8Z'3%1teed free ofcOmpetitive pressure.

Instead. WOl'lclCom supports a m arat-bued approach that would rely
primarily on local competition to drive oriIiDati:D.c access rates toward cost,
and woulcl use access refarm to promote local competition:

> Iefpnn lass rate Itiruc:tute and S!rt'jp rate levels: Expose most
ILEC acceu H1'Vicea to competitive pressure, while reduciDr rates mr
eervices CJ&., tenzW1atinc usqe) that will never be competitive.

> VM -s;amts-~: Offer ILEC. DOI1-disc:riminatary b:ma of
pri.ciDc fJ.,,1,ility to induce them. to fully implement local competition;
ruerve threat ofrate prelCriptiaDa iftbey-do DOt.

• The ILEes' Over-BeachiD.ArpmeDts for Both lleveDue Guarantees
aDd DereplatioD are MutuaDy InCOJWsteDt, aDd MusnJe Rejected.

Revenue cuarantees, such as -"ulk b,1lin(' or deprec:iatiaD reco'etY
JDeoCbanilDll, are i=oDsiatent with a compeaU,e marketplace. Further,
there ia ablO1utely DO 1epl or policy warrant for such cuaranteel.

Premature dererulatiml or mesmljninr ofILEC acceu reculation would
ensble the ILEC. to aque1ch local competition.

An UJlecxmmn;c acce.. ch.up -ux- em U11lnmdled network e1-m enta would
thwart local c:am.pet:itiaD, and would doom market-hued acceu refmm..

No t:ranIport rate It:rw:ture or pricinc cbsn,.. are neceuary now. But ifthe
FCC e1ecta to rnimt this iMue, rmnmon and dedicated t:ranIport mu£ be
treated eemsist:en.tl;y, uainc an accurate understandinc of the podesil:
in~ network. (See attacbed diq:ram.) ,..

The ILECa must DOt be allowed double ftCICn'U1 of the abareci caD aftbeir
SS7 DeiWarb fram 'ftl'tical.mce offermp ADd cmrien. Instead. adapt
"bill-ADd.keep- mr carrier·tc- srrier SS7 network~

U13lib the ILECa' pNpoull, WarldCom recommenda prqmatic :tdJxma to
emtiDrprice cap bubta and aenice catqaries.

1
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TABLE 1: SUMMARYOFWORLDCOM'SPROPOSED
ACCESS CHARGE REFORM TRANSITION PLAN

nAS.~n ON TilE 1WO-IJIIASEIl APPROACH DESCRIBED IN THE NOTICE

I'hase of Triggerin, Conditions Regulatory Chanles
Competitive I

Development
naaeline Nqno. • Daeeline rate structure changes.

• Preecriptive rate level chances for tandem ewitching,
I terminating local switching, and local switch port

charles.
• Eliminate the TIC (or rapidly phaae it out).

Phuao I: • Unbundled network element prices ba.ed on • GeOlraphic deaveracinc of carrier acceas charges and
"Pol!!IIlilll geogralJhically deaveraged, forward-looking economic SLC.
COlllllolition" coata .. and offered under pro·competitive terms and • Term diecounts (up to 3 years).

conditions. • Streamlined reculalion of new eervicea if cannot be
• Coat-based rates fOi' local transport Ie termination. .ubstituted for existing services.
• Ilesale ratee besed on retail less avoided cost. • Differential pricing of carrier access services for tramc
• Network elements and eervices provisioned rapidly thal originates from or term"inates to reaidential.

. and effectively. eingle·line busine••, or multi·line business cu.lomer•.
• Ilialing parity, number portability, acce.e to rilhte of

way, and open and non-discriminatory network
slandard. and protocol•.

• Fun implementation of competilively neutral
universal service mechanisme and TIC eliminated.

• Credible and timely enforcement of pro.competitive
.....es. ,

• Coat·based and non-diecriminatory non·recu....ing
charces.

Phaae II: • General market conditions that the Commiesion • Volume discounts.
"Subalanlial found before streamlining AT&T's regulatidn in 1991. • Term diecounts for any lenctt: term.
(~OIllIUllit ion" • lIerfindahl-Hirshmall Index level for the particu""r • Contracl t.riffa and competitive re8pon.e tariff8.

t local market that ia at least ae low as that in the • Streamlined regulation of "new" services lhat can 1m
long·diatancc senice markels for which AT&T's substituted for existing service•.
regulation was streamlined in 1991. • "~limination of aelJarale baskets, service caleKoric8, olld

rate structure rules for lrunkinK afllllocalawitchillK.
Allsence of Polential • Conclilions for Phase I not satisfied by Jan. I, 1999. • PrescrilJtion of allacccs8 chargee ot forwanl·looking
(:omlJelitiulI cconomic coal.



D. M&p.a,e the Transitiop to Competition Bv Offeringlncentives to ILECs

• aase I....::.:Poteutial Cgmpetitign": Incumbent LECs that are providing
unbundled Detwork elements under pro-competitive termS and conditions and at
forward-lookinr cost based rates. and that fully comply with other prerequisites
to local competition. should be permitted certain forms of pricing flexibility:

At Phase L permit: POcraPhU: cleaveraciDr of all access services; tenn
discounts of no more than 3 years; st:repmliDed rerulation of truly ne'"
services (that cannot be substituted for exist:iDr access services).

Do ngt permit: cantraet tariffs; competitive response tariffs; additional
authority far volume discounts or discounts for teml5 lonpI' than 3 years;
or clereculation ofservices that CaD be substituted for exi.st:i.Dr services.

Competitively Deutral universal service mechanisms should be fully
implemented and the TIC should be eUminated before Phase I measures
are allowed..

•~ - ·Subs'ptia.l..lJJJJ-Scryiec Cgmpetition-: Incumbent LECs that can
show an eccmomicaDy substantial d.e=ree offyJJ-,cryice egmpetition. measured
using the Her.findahl-Hirshman Index, should be allowed additional pricing
flexibility.

But the Commission should Dot dereaulate the rate structure rules for
dominant ILECs (espec:ially for terminating access).

The Commission could consider subdividinr Phase n into two
intermediate phases ("emercinr full service competition" and "substantial
full service competitionj. Such distinctions could permit a more tailored
approach to further ILEe rate regulation.

• If an incumbent LEC has not fully complied with the checklist of local
competition prerequisites by Jan. 1. 1999. the Commission should prescribe all
ofits access rates based on forward-looking economic cost.

E. R'Hip the &1IUbat Informatiop Senice Providers Need Not Pay
IDterstate Carrier Access Chames.

IV
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c. RecommeDd.!.d..ll&uJipe Access Rate Structure and.. Rate Level Changes
to Set the Stan fm:.I.Qa1.Copll?eption.

• Bate $tnlctgre: ..
Recover the costs of dedicated facilities throurh Don-traffic SeI1S1t1ve, flat rates:

~:.

> Eliminate the per-miDute carrier common line c:harp.

> Eliminate the cap on the subsaiber line charps for all lines, or at
least for busiDess and additional residential lines.

> Recover any remsin;.,;} loop cost.s u flat rate from !XCs; forbear on
Section 254(&) to pemJit !XCs to recover on a pocraphically
deaverapd basis.

T4pe=s:ide port comPQJ1lJ1t of.1I:g.1nri~ Flat rate charge either on
end users or on IXCs (with forbearance on Section 254(&'».

• Rate Level:

Initial prescriptive rate level chaDres should be focused on elements least
subject to competitive pressure. We recommend that the Commission initially
set rates based on forward-loamI' economic costs only for ffi"e following:

Tenpjpating LpcalSwi~ - because terminatinr switched access rates
are least likely to become subject to competitive pressure.

~ - in response to the CompTe! v. FCC remand..

l·jpe-SidLPort Cgmponent ofJ&a1Swj~ - to initialize a new rate
element and adjust the per-minute charge accordingly.

• Transport Interconnection Charce:

Eliminate the TIC immediately, or as SOOD as possible.

Take first from the TIC all access rate reductions due to universal service,
price caps, and end of equal acCess recomruration amortization; remove
587 costs, retail marketinr costs, and costs ofnon-reru!atedfacilities
from the TIC.

Modify the rate structure of any residual TIC to be a flat rate charge per
presubscribed line.

iii



B. Governing Principles W:.,Market-Driven Access Renum

1. Local competition is the best way to discipline incumbent LEes' access
rates aDd achieve lonl'-term. access reform.

In the short run, the Commjssion must make rate structure reforms that
facilitate local competition, and prucriptive rate level changes targeted to
rates that will not be subject to competitive pressure. Comprehensive rate
level prescripticms can be avoided initially.

In the somewhat lonpr term, the Commissicm should use both "CaITots"
and -s1ic.ks- to induce the incumbent LECs to provide interconnection and
tmbUlldled network elements at rea.scmable rates, terms, and conditions.

> ne -ramt": incumbent LECs that have fully satisfied the compe- 
titive checklist should be allowed certain forms of pric:i:D.g flexibility.

> The -stick:': ifan incumbent LEC has not fully satis:fied the
checklist by a date certain, the Commjssion should proceed with
awessively prescriptive access rate reductions.

2. No incumbent LEe revenue stream should be. paranteed or shielded
from competition.

A ruaranteed revenue stream would be inconsistennrith market-based
access refoml; it would eljminate competitive discipline for such r.evenues,
and thus perpetuate above cost access charges.

It would also create a formidable barrier to entry, pvinr incumbent LEes
a revenue stream not available to their competitors that they could use to
cross-subsidize competitive services.

Under the 1996 Act, the incumbent LECs have DO lep! right or policy
basis for ruaranteed recovery of past investments.

3. The Commission must be viJi1ant to prevent discrimination and other
aJ1ti~ompetitiveconduct by the incumbent LECs duriD~ the transition
to competition.

Durinr-the transition period, the Commission must not allow forms of
pric:inr flexibility that would enable incumbent LECs to discrimjnate in
favor of their .£filjates or other favored customers, thus forestalling local
competitioD without brinrinr overall access rates closer to cost.

Such diecnimjnatory forms ofpric:inr flexibility include coDtract tariiis,
competitive response tariffs, additional authority for volume discounts or
discounts for terms lonrer than 3 years, or deregulation of MDevl' services.

..
n
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SUMMARY

.A. ~Com's perspective on Access BIfm:m

• Access reform should promote COlLSUDlers' closely inter-related
interests in lower lOIl~ c:list.ance rates and future local competition.

Access is fuDdamen1:aI1y dUferent from end user services: access is
primarily a pmduct;ipp input that carriers use toereate end user ser'\-ices.

Today, monopoly!LEC access cha:ps arrificiaDy inflate lonr distance
rates for an consumers.

For st:ructural reascms, -access competition" JUtt B is not possible in ""ays
that would reduce the accas costs of stand·alone !XCs. Rather, n.ECs
will face pressure on their access rates only with the development of
lora) competition. and the ability of COD1petiD.~carriers 'to supply access to
local customers they have won from the ILECs.

• Access reform should make use of competitiv.e pressure on access rates
where possihle, recopiziDl' that some access rate elements are much
less subject to such pressures.

Q.1)vos to ''Ad users: Incumbent LECs and new entrants will compete
c:tirec:t1y for end user business, so chUTes to end users are likely to become
competitive .. iflocal competition develops.

Charges to carriers:

Special access and stRcate; tranSPort .- should become competitive if the
1996 Act is implemented successfully.

Originating swi1dlIA '=55 chams .. will remain a bottleneck for stand
alone IXCs, and will Dot become competitive lZJI B. But will become
~ to the extent IXCs can self-supply originati:D.~access through
vertical intepoation, as full-service local and lonr distance carriers, or
throurh special access. ..

Trnpjnatine switclmi aa;m char:es - are Dot likely to be subject to
competition in the foreseeable future, because the party placing- the call 
or that party's !XC - has little or no ability to influence the called party's
choice oflocal carrier.

~""''''''l5aI!~Ji£S.JIilADa.e.. chures imposed whether or not a carrier uses
n.EC access by definition could never become competitive.

1



ATI'ACBMENT A

WORLDCOM ACCESS REFORM PLAN

(Summary ofcomments filed January 29, 1997)
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IV. A STAGED APPROACH TO IMPLEMENTING ACCESS CHARGE REFORM

• Access Reform Order #1: Adopt in AprillMay 1997, implementing tariffs effective 7/1/97

• Set the stage for local competition.
I

=> Reform the access rate structure

=> Undertake the analytically straightforward, targeted rate level prescriptions

~ Define Phase I triggers and pricing flexibility

• Access Reform Order #2: Adopt in Fall 1997, implementing tariffs effective 1/1/98

• Complete the analytically more difficult tasks.

=> Complete Fourth Further NPRM in Price Caps

~ Complete plan to eliminate the TIC

• Access Reform Order #3: Adopt in early 1998, implement based on incumbent LEC performance and competitive
conditions

• Establish plan for reducing regulation as competjtion develops -- and fall-back in case it does not develop

~ Specify triggers and pricing flexibility for phas~s beyond Phase I

=> Specify prescriptive measures if incumbent LECs do not meet Phase I checklist

~ Address ESPIISP issues

13



C. Manage the Transition ~o Competition
by Offering Incentives to the Incumbent LEes

• Phase I -- "Potential Competition"

• Triggers: h:J proposed in the Notice -- plus cost-based and non-discriminatory non-recurring charges;
full implementation of competitively neutral universal service support; elimination of the TIC;
and credible and timely enforcement of pro-competitive rules.

• Flexibilitv measures permitted: geographic deaveraging of all access services; term discounts of no more
than 3 years; streamlined regulation of truly new services that cannot be substituted for existing services.

~ But not: Contract tariffs; competitive response tariffs; additional authority for volume discounts or
term discounts longer than 3 years; deregulation of so-called "new" services that are substitutes for
existing services.

• Phase II -- "Substantial Full-Service Competition"

•

•

•

•

Triggers: Market measures showing no less competition than AT&T faced when its services were
streamlined in 1991.

Flexibility measures permitted: all proposed in Notice (except retain rate structure rules, especially for
non-competitive terminating access). /

Consider subdividing into two or more intermedi~te phases.
I I

Price cap reform: restructure to create one "network services" basket with nine service categories.

• If an incumbent LEC has not satisfied the competitive checklist by Jan. 1, 1999, the Commission should
prescribe all of its access rates based on forward-looking cost.

12



b. The Commission Must Not Establish Guarantees That Would Shield Incumbent
LEC Revenues From Competition

• The worst thing the Commission could do in this proceeding would be to create (or perpetuate) a means to ensure
that incumbent LECs continue to recover revenues shielded from competitive pressure. By definition, local
competition would have no effect in reducing such a charge. This would harm:

• Interexchange competition, by perpetuating uneconomic access charges, which cause high long distance
rates that harm consumers.

• Local competition, making it ditpcult for new entrants, with no comparable guaranteed revenue streams,
to compete, and facilitating cross-subsidization by incumbent LEC~

, I
• Full-service competition, e~tablishinga major barrier to entry -- a revenue transfer from competing

providers of long distance (and local) service to their incumbent LEC competitors -- that could lead to a
"price squeeze." Each of these would harm consumers by depriving them of the benefits of competition.

• The incumbent LECs have a right to a "reasonable opportunity" to recover their investments -- not a guarantee.

• Under competition, they should keep revenues only to the extent that they can retain and grow their
customer base in a competitive manner -- not through regulatory subsidies.

• There is no legal basis for the Commission to im'l0se a residual subsidy fund.

• The theory that inadequate past depreciation entitles' incumbent LECs to a revenue stream insulated from
competitive pressure: is antithetical to competition; is inconsistent with price cap regulation; and would
unreasonably shift the risks of technological change from regulated utilities to ratepayers.

11
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5. Transport Interconnection Charge

a. WorldCom's Proposal for Restructuring and (Over a Short Transition Period)
Eliminating the TIC

• Rate Structure: Restructure the TIC as a flat rate per presubscribed line, to maximize competitive pressure (by
enabling full-service carriers that "win" the end user to avoid the charge).

• Rate Level: Eliminate the TIC by 1/111999, using the following mechanisms:

• Universal Service: Target to the TIC all reductions in access charges due to implementation of
competitively neutral universal service mechanisms.

• Price Cap Rate Reductions: Target to the TIC all overall access charge rate reductions due to price cap
productivity adjustments and consumer productivity dividends. Bring home the Fourth Further NPRM.

• Reduce the TIC to reflect certain cost misallocations that inflate access charges:

:::::> Eliminate from the TIC the costs of SS7, ~IDB, and other related signalling services.

:::::> Remove revenues associated with the completed amortization of equal access network
reconfiguration ("EANR") costs.

:::::> ){emove costs of non-regulated services, Buch as GSF associated with billing & collection.

• It is impossible to identify the "costs" in the TIC, and it would be counterproductive to try. The TIC represents
the residual revenues in connection with the transport rate restructure.

10



4. SS7

• All agree that SS7 costs must be removed from the TIC.

• Incumbent LECs should not recover any of the shared costs of their SS7 networks from access customers.

• Incumbent LECs use IXCs' SS7 networks as much as the other way around, yet the Commission has
forbidden IXCs from recovering the costs of certain SS7 functions from the incumbent LECs. (Caller ID)

• "Bill-and-keep" makes sense in this context: actual costs are relatively low, transaction costs are high, and
traffic flows are roughly balanced.

• Incumbent LEes recover their SS7 costs from their own end user customers, through vertical feature
charges. Imposing charges on IXCs as well would constitute double recovery.

• (But we support the existing recovery of the costs of dedicated SS7 facilities from the customers that use them,
and the offering of incumbent LECs' SS7 systems as an unbundled network element under Sections 251 & 252.)

9



"\
I

~

!
I»
Z
C
0-••-E•c
t!
l-
I»
CJ
IE
0 jJ.:. 112

S
:;)
:::c

C-U
W
..J..
C
CD

.Q

E::s
CJ
c-
CD..c: ..
I-



3. Transport and Special Access

• Tandem Switching: In response to the CompTel v. FCC remand, re-initialize rate at TSLRIC.

• Cost studies should use "lowest of the low" to ensure reasonable allocation of forward-looking
common cost loadings to tandem switching and other trunking offerings.

I

• .Pending development pf acceptable cost studies, can use 0.15 cents per minute proxy from the Local
Competition Order.

• No other rate structure or rate level changes are necessary at this time.

• Special access and high-capacity dedicated transport should not be removed from price caps or
otherwise deregulated at this time.

::::) These services are not yet broadly competitive: the incumbent LECs have not even met the
existing expanded interconnection thresholds in many parts of the country.

::::) And any such flexibility should await satisfaction of the competitive checklist (Phase I) and a
specific showing of substantial competition (Phase II).

• The Commission should not get bogged down in ~evisiting the non-remanded issues in the Transport
Rate Structure and Pricing proceeding.

::::) But if it does so, dedicated and common transport, which use identical inter-office network
facilities, must be treated consistently.

,
::::) Rather than shifting dollars from the TIC to common transport, a forward-looking cost study

would have to be conducted for both common and dedicated transport.

::::) In the current, "ring-shaped" interoffice network, costs are not very distance sensitive. The
partitioned rate structure is not cost-based, and mandating it makes little sense.

7
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B. Baseline Rate Structure and 'Rate Level Changes
to Set the Stage for Local Competition

1. Subscriber Loops

• Eliminate the per-minute CCL charge.

• Eliminate the cap on SLCs for all lines, or at least for business and additional residential lines.

• Recover any remaining loop costs as flat rate from IXCs.

• Exercise Section 10 authority to forbear application of Section 254(g) to permit IXCs to recover flat-rate
access costs in a geographically deaveraged manner, as they wish and as the market dictates.

I
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2. Local Switching

• Rate Structure: Create a flat rate charge to IXCs to recover the costs of line-side switch ports.

• Rate Level:
I

• Line-side 'switch ports: Initialize new rate element at TSLRIC times interstate allocation (pending
separations reform, use interstate allocator based on relative use, or 25% as with loop).,

• Terminating usage charge: Re-initialize rate at TSLRIC, because unlikely to become competitive.,

• Originating usage charge: Re-initialize to recover remaining local switching revenues.

• Price cap treatment: Place each of these elements in a separate service category.
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III. WORLDCOM'S ACCESS REFORM PLAN

A. Use Local Competition to Drive Access Reform;
Use Access Reform to Drive Local Competition

1. Local competition is the best way to discipline incumbent LECs' access rates and achieve long-term
access reform.

• Rate structure reforms can help facilitate local competition, together with prescriptive rate level changes
targeted to rates that will not be subject to competitive pressure.

=:> An immediate prescription of all rates to cost is unnecessary if the FCC takes all necessary steps to
promote local competitiorl.

2. No incumbent LE,C revenue stream should be guaranteed or shielded frorb competition.

3. The Commission must be vigilant to prevent discrimination and other anti-competitive conduct by
the incumbent LECs during the transition to competition.

• During the transition period, the Commission must not allow forms of pricing flexibility that would enable
incumbent LECs to discriminate in favor of affiliates or;other favored customers, thus forestalling local
competition without bringing overall rates toward cost.

• Some expanded pricing flexibility can be given to,incumbent LECs that have fully satisfied the competitive
checklist, and further flexibility once substantial competition develops.

I

=:> But if, by a date certain, an incumbent LEC has not satisfied the checklist, the Commission should
prescriptively reduce all of its access rates to TSLRIC.
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II. THE RELATIONSHIP BE1WEEN
ACCESS REFORM AND LOCAL COMPETITION

• For structural reasons, "access competition" per se is unlikely to reduce access costs for stand-alone IXCs.

• Rather, local competition will create market pressure on certain access, charges, as integrated local and long
distance carriers can avoid incumbent LEC access charges by winning local customers from incumbent LECs.

• Charges to end users -- should become competitive, as incumbent LECs compete with new entrants for end
user business, if local competition develops.

• Special acces~ and dedicated transport -- should become competitive if local competition develops.

• Originating usage charges _. will remain a bottleneck for stand-alone IXCs; but will become avoidable to
extent IXCs can self-supply (using their own facilities or incumbent LEC unbundled network elements) by
winning customers local business.

• Terminating usage charges -- will not become competitive, because party placing the call (or the IXC) does
not influence the called party's choice of local provider. '

• Bulk-billed charges -- by definition could never become competitive.,
• Market-driven access reform works only if NO access charges are applied to unbundled network elements. The,

Commission must reaffirm this essential part of the Local Competition Order. An uneconomic access charge
"tax" on unbundled network element rates would thwart local competition and would doom market-based access
reform.

4



I. INTRODUCTION:
WORLDCOM'S APPROACH TO ACCESS CHARGE REFORM

• WorldCom, Inc. -- .December 31, 1996 merger brought together:

• LDDS WorldCom

• MFS

• UUNet

• Our perspective is not merely that of a stand-alone IXC, CLEC, CAP, or Internet service provider -- but as a
company at the center of the convergence of these market segments -- and as a future full service
telecommunicationij provider.

• WorldCom supports a market-based approach to access charge reform -- and full implementation of
local competition is the surest way to benefit consumers and reduce access rates.

• Our plan would require only limited rate prescriptions initially, focused on elements that are the least
susceptible to competition. Broader prescriptions woul~ be necessary only if local competition does not
develop.

• Our plan would not result in precipitous changes in incumbent LEC access revenue, but it does not grant
the incumbent LECs revenue guarantees either.'

,
• We support increasing the incumbent LECs' pricing flexibility -- but the timing is crucial. The

Commission should resist calls for premature flexibility that would enable the incumbent LECs' to
discriminate in favor of carriers (such as their own affiliates), and to avoid reducing overall access rate
levels toward cost.
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